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President's 
Message 


The past year marked the culmina- 
tion of many activities which 

have served to strengthen the 
organization and strike that essen- 
tial balance in the Company’s 
operations which produces good, 
low cost service for our customers, 
attractive financial returns for 
our shareholders and satisfying 
careers for our employees. The 
Company has met the challenges 
of changing customer demand 
under changing economic and 
business conditions through the 
timely introduction of new tech- 
nology and service improvement 
programs, new marketing ap- 
proaches, consolidation of 
operations and continued emphasis 
on sound financial management 
and performance. 


During the year construction of a 
microwave system connecting all 
parts of our operating territory 
was completed. New data and video 
communication services were 
introduced to serve our business 
customers. In addition, we com- 
pleted a major improvement pro- 
gram in Labrador bringing service 
in that area of the province up to 
the standard enjoyed on the Island. 
In December, we opened our first 
Phonecentre, a new concept in the 
marketing of telephone services 
which will also improve the effi- 
ciency of telephone installations. 
In 1978 as well, two important 
projects designed to consolidate our 
Operations were initiated. An agree- 
ment reached with the Iron Ore 
Company of Canada to acquire the 
telephone system in Labrador City 
will extend our serving territory 
to include all of Labrador. And, 

in the spring of 1979 we will com- 
mence construction on a new 
head office administration building 
in St. John’s. 


The Company’s financial perfor- 
mance continues to be strong. 
Earnings increased during 1978 
and improvements were achieved 
in all financial indicators. This was 
reflected in the strong investor 
confidence evident throughout the 
year. A common equity issue in 
October was well received and, in 
addition to generating needed 
capital, served to broaden the 
ownership base of the Company. 
The notable achievements of the 
past year are recorded in the 
Report of the Directors. 


The continuing advances within 
the industry have created a 
challenging work environment and 
enabled us to attract highly quali- 
fied personnel. In addition, the 
advantages ofthe new organization 
adopted by the Company some 
eighteen months ago were evident 
in the improved effectiveness of our 
operation throughout 1978. The 
developments and successes of the 
past year are, to a large degree, 
due to the dedicated efforts and 
resourcefulness of our employees. 


It is particularly satisfying that 
during a period of continuing infla- 
tionary pressures, these advances 
have been possible without the 
necessity of having to impose 

a general rate increase on our 
customers. The Company has con- 
tinued to provide a high quality 
service at reasonable cost. 

The future of the telecommunica- 
tion industry looks bright as 
demands for communication 
services continue to increase. This, 
together with the prospects of an 
improving provincial economy, 
provides your Company with the 
opportunity for continued advances 
in 1979 and beyond. We are confi- 
dent that building on the balanced 
performance achieved in 1978, we 
can take full advantage of these 
opportunities. 


Report 
of the Directors 


Balanced development is an 
essential element in the ongoing 
success of any business enterprise. 
During 1978 a number of programs 
were completed which allowed the 
Company to match technological 
advances with customer demands 
for new and improved services. 
Steps were also taken to consoli- 
date operations both in Labrador 
and on the Island and to bring 
levels of Service in both areas 

of the province up to the same 
standard. The achievement of a 
balanced financial structure and 

a growth in earnings were two 
important results of a continuing 
emphasis to improve all areas of 
financial performance. Taken 
together, these developments have 
contributed to making 1978 one of 
the most successful years in your 
Company’s history. 


Financial Performance 


Earnings per average common 
share in 1978 were $1.17, an 
increase of 10.4 percent over 1977. 
The rate of return on average total 
capital for the year was 11.16 
percent compared to 10.98 percent 
in the previous year. 

~The Company’s strong earnings 

' performance in 1978 resulted 
mainly from a high growth in long 
distance revenues, particularly 
during the last six months. Dis- 
ruptions in the country’s postal 
and airline services had a positive 
impact on revenues in this period. 
However, to a large degree, this 
revenue growth reflects the in- 
creased use of telecommunication 
services by our customers. 


By the fourth quarter of the year, 
the Company had determined that 
with this accelerated revenue 
srowth, 1978 earnings would ex- 
ceed the allowable rate of return 
on average common equity of 14.50 
percent as established under the 
regulations of the Anti-Inflation 
Act and administered by the Public 
Utilities Board of Newfoundland. 
As aresult, the Company submitted 
to the Board a plan to reduce long 
distance rates by an average of 
eight percent for calls within the 
province. This submission was 
approved and the reduction became 
effective on December 1, 19778. In 


addition, the Public Utilities Board 
approved a plan to defer excess 
1978 earnings and carry them 
forward as earned income into the 
folowing fiscal year. This will 
enable the Company to make 
positive use of the strong financial 
performance for the future benefit 
of telephone subscribers. The 
Company's rate of return on 
average common equity for the 
year was 14.50 percent. This com- 
pares to 14.27 percent for the 
previous year. 


In August, the Company declared 
a third-quarter dividend of $0.175 
per common share. This indicated 
an annual dividend rate of $0.70, 
an increase of $0.10 per share. 
This decision is significant to 
investors as it underlines the 
Company’s intention of paying 
dividends, subject to earnings 
performance, which are designed 
to keep pace with inflation. 


In October, the Company welcomed 
approximately 1,000 new share- 
holders when it completed its 
second public common share offer- 
ing with the issue of 1.8 million 
shares at a price of $10.125 per 
share. The proceeds of this issue 
were used to finance part of the 
Company’s construction program. 
A significant result of this issue 
was the realization of a debt/equity 
ratio of approximately 50 percent. 
This balanced capital structure 
will provide the Company with 
financing flexibility when future 
external financing is required. 
The market price of the Company’s 
shares at year end was $10.375, 
compared to $8.50 at the same 
date in 19°77. 

Our ability to generate 57 percent 
of our total capital requirements 
from internal sources is encourag- 
ing and is another indicator of a 
strong financial performance in 
1978. 


Technology and Service 
Improvements 


The Company invested $287.3 
million in 1978 to construct and 
modernize facilities and to provide 
the quality and variety of services 
required by residential and 
business customers. 


One of the Company’s most impor- 
tant technological advancements of 
recent years was realized in July 
with the completion of a provincial 
microwave system. The system 
provides a direct, high quality 
telecommunication system linking 
all parts of the Company’s operat- 
ing territory in Newfoundland 

and Labrador. 


Another key advancement was 
made this year with the comple- 
tion of the Labrador Improvement 
Program. In addition to the con- 
struction of a new microwave 
system, all outside cable facilities 
on the south coast of Labrador 
were rebuilt. These improvements 
have provided for the introduction 
of Direct Distance Dialing (DDD) 
to most centres. As well, local 
calling capabilities were improved 
with the introduction of Extended 
Area Service (EAS) to a number 
of coastal communities. Labrador 
subscribers now have the same 
quality of service as our Island 
customers. Almost 100 percent of 
Our customers now enjoy both 
private line and DDD service, the 
best such record in Canada. 


In August, a $2.5 million expansion 
was completed at the Mount Pearl 
Exchange Building near St. John’s. 
The building was expanded and 

a modern electronic switching 
machine installed to handle the 
growth requirements of the area. 


In November, construction was 
completed on a new exchange 
\ building for Grand Falls. The new 
[_] Newfoundland Telephone ES RUE AR ee Oat 
Operating Territories Switching system as well as a new 
business office which will serve 
the central Newfoundland area. 
Completion of the $6.0 million 


antic project is scheduled for mid-1979. 

Y, At year end, the Company had 
CLAM) a total investment in plant and 

equipment of $234,300,000 or 
$1,300 per telephone in service. 
These advances in technology 
have made it possible for the 
Company to offer a wider range 
of telecommunication services to 
both business and residential 
customers. In response to increas- 
ing customer demand from both 
sectors, the Company has been 
able to enter expanded revenue 
producing markets through the 
employment of new marketing 
techniques and the introduction of 
specialized services. 


In July, the Company introduced 
Omnidata, Newfoundland’s first 
provincial data network. Omnidata 
provides the province’s data users 
with a top quality, low cost trans- 
mission service which can be tailor- 
ed to meet individual customer 
needs. 


A new data information system 
for the Provincial Government, 
connecting 32 locations, was imple- 
mented during the year as well 

as new data systems for several 
other business customers. 
Significant achievements were 
also made in the field of broadcast 
communication services. The 
Canadian Broadcasting Corpora- 


Newfpundlaud Telyfohine, wwe Af YOUpcrunye tion’s television and AM/FM radio 


networks, as well as a privately 


V/s 0 WUCHA off he Nadine of Newppling owned provincial FM radio net- 
or LLY 


py) work, were brought onto our 
microwave system. 


Because of the rapid growth in 
special services, the Company 
established a Special Services 
Operations Centre in June at the 
Allandale Exchange in St. John’s. 
This operation provides a central 
point from which these services 
can be monitored and tested, 
thereby minimizing service 
disruption. 

New SL-1 electronic switchboards 
were introduced to the Company’s 
product line during 1978 and 
installations completed in two 

St. John’s hospitals. This equip- 
ment allows more direct access to 
these Key institutions. 


New concepts were also evident 
in the marketing of telephone 
service to residential customers 
when, in December, the Company 
opened its first Phonecentre in 
St. John’s. Through the use of 
pre-installed jacks at subscribers’ 
residences, customers can visit 
Phonecentre, choose their tele- 
phone and complete their own 
service installation. By year end 
approximately 25 percent of the 
homes in the St. John’s area had 
been provided with the special 
telephone outlets which permit 
the easy plug-in installation. The 
conversion will be completed by 
the end of 19779. The new service, 
which has been well received by 
our customers, will improve in- 
stallation efficiency and strengthen 
our marketing thrust in the resi- 
dential market. 


In 1978, 10,499 telephones were 
added to the system, bringing total 
telephones in service to 175,318. 
This net gain in telephones is 
nearly double the previous year’s 
figure. Long distance messages 
increased by 13.8 percent over 
1977 to approximately 14.8 million. 
These statistics indicate an ex- 
panding use of telecommunication 
services by various sectors of the 
economy. 


Consolidation 


The Company has taken an impor- 
tant step to consolidate its opera- 
tions in reaching agreement with 
the Iron Ore Company of Canada 
to purchase their telecommunica- 
tion system in Labrador City which 
comprises about 6,500 telephones. 
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The acquisition, which is expected 
to be finalized in early 1979, will 
almost double our telephone base 
in Labrador. More importantly, it 
will mean that the entire Labrador 
region will now be served by the 
Company. This will contribute to 
the increased efficiency of our 
operations in the area. 

During the year, the Company an- 
nounced plans for the construction 
of a new headquarters admini- 
stration building in St. John’s. 

The six-storey complex will bring 
together under one roof some 700 
employees presently in various 
locations throughout the city. The 
building is to be located in the 
downtown area of St. John’s and 
is designed to complement the 
unique architecture of this historic 
area. Construction is scheduled to 
begin in the spring of 19779 and to 
be completed in 1981. 


In December, the Company entered 
into an agreement with the Eastern 
Telephone and Telegraph Company 
(E.T.&.T.) and its parent, the 
American Telephone and Telegraph 
Company (A.T.&.T.) for the provi- 
sion of certain telecommunication 
services at Clarenville, in eastern 
Newfoundland. Under the agree- 
ment the Company acquired the 
cable terminal building associated 
with E.T.&.T.’s trans-Atlantic cable 
operation and contracted to operate 
the cable station until 1982. The 
agreement further provided for the 


use of Company-supplied trans- 
mission facilities between eastern 
Newfoundland and the other 
Atlantic provinces. 

Regulation 

In its order dated December 19, 
19778, the Board of Commissioners 
of Public Utilities of Newfoundland 
approved the Company’s applica- 
tion to align basic local service 
rates in Labrador with those of the 
Island. The new rates become 
effective February 1, 1979. The 
Board’s decision indicates a re- 
cognition that the same level of 
service now exists throughout our 
operating territory. 

Earlier in the year, the Board 
granted approval for a change in 
the Company’s method of calculat- 
ing depreciation rates on station 
equipment. The method used is now 
consistent with the depreciation of 
all other Company assets resulting 
in a more equitable recovery of 
capital costs. 


Organizational Development 


Newfoundland Telephone employed 
1,475 people at year end. Wages 
and salaries paid in 1978 totalled 
$20,193,000 and benefits and pen- 
sion fund contributions amounted 
to $2,105,000. 

1978 marked the completion of the 
first full year of operation under 
the new “work flow” organization 
adopted in late 1977. A departure 


from the traditional organization 
which groups employees of similar 
skills, this approach realigns em- 
ployees according to similar work 
functions. This organizational 
structure has been instrumental 
in enabling our employees to 
record the impressive achieve- 
ments of the past year. 


The rapid expansion in technology 
and service has increased the need 
for employee training. In keeping 
with this requirement, the Com- 
pany has provided its personnel 
with the most up-to-date training 
available in the telecommunication 
industry. During 1978 compre- 
hensive training courses were 
carried Out in the areas of both 
management skills and technical 
development. These will continue 
to be an integral part of our 
employee development program. 


In November, the Company 
announced certain changes to its 
pension plan. Included in the 
changes was the introduction of 
anew eligibility criterion providing 
for increased flexibility with regard 
to retirement prior to age 65. The 
introduction of a supplemental pen- 
sion provision was also included. 


Two collective agreements, cover- 
ing almost 600 employees, were 
signed in 1978 with the Inter- 
national Brotherhood of Electrical 
Workers, Local 1615. The first, 
signed on March 83 covering 182 
telephone operators, is a two-year 
agreement scheduled to expire on 
February 89, 1980. This contract 
contains a wage reopener clause 
in the second year. In addition, the 
Company concluded a one-year 
agreement on May 1 covering about 
400 craft employees, including 
installers, splicers, linemen and 
maintenance personnel. This 
contract expires on March 31, 
1979. Both agreements were within 
the guidelines established by the 
Anti-Inflation Board for the third 
year of the program. 


Board of Directors 


The Board of Directors welcomed 
two new members during 19778, 
both of whom bring considerable 
business knowledge and experience 
to the Board. Mr. D.W. Clark was 
elected to the Board at the 1978 
Annual General Meeting of Share- 
holders on March 29. Mr. Clark is 
President and General Manager of 
Bowater Newfoundland Limited, a 
pulp and paper company located 
in Corner Brook. Mr. D.D. Munro, 
Resident General Manager of Price 
(Nfld. ) Pulp & Paper Limited in 
Grand Falls, was appointed to the 
Board on August 83 to fill the 
vacancy left by the resignation of 
Mr. M.T. Neill, who is now residing 
in Toronto. The Board wishes 

to express its appreciation for 

Mr. Neill’s contribution to 

the Company during his three and 


one-half years’ service on the Board. 


As the Company has expanded 
over the past few years, the role 

of the Board’s committees has 
increased in importance. The Board 
utilizes two Such committees; the 
Audit Committee and the Resource 
Committee. Their mandate is to 
review specific matters of impor- 
tance in greater detail and make 
related recommendations to the 
Board. The Audit Committee has 
the major task of reviewing and 
approving the Company’s financial 
statements, accounting procedures 
and all audit oriented matters. The 
Resource Committee is largely re- 
sponsible for personnel administra- 
tion matters and the Company’s 
salary administration plan. 


Outlook 


The outlook for the provincial 
economy in 1979 is positive. The 
fishery, the province’s largest 
industry, is expected to continue 
its recent expansion while oil and 
gas exploration off the Labrador 
coast will be accelerated. Mining 
exploration is increasing and with 
this activity the industry should 
regain its former strength and 
stability. Preparation will continue 
next year for the start of a new 
pulp and paper operation on the 
Island’s west coast, and for the 
renewed operation of an oil refinery 
on the east coast. 


With the projected upturn in the 
provincial economy, we can expect 
demands for diverse, sophisticated 
telecommunication Services to 
grow. We are confident that the 
advances of the past year will put 
us in an ideal position to take ad- 
vantage of these new opportunities. 


In addition, growth and moderniza- 
tion of our facilities will continue 
in 1979 consistent with the Com- 
pany’s objective of utilizing the 
most advanced technologies to meet 
our customers’ needs. Construc- 
tion expenditures are expected to 
reach $32 million. TOPS (Traffic 
Operator Position System ), a com- 
puter-based system to improve long 
distance call handling and billing 
efficiency, will be introduced 
during the year. Construction of 
the new Grand Falls exchange will 
oe completed and construction of 
the Company’s new head office will 
commence. Our new microwave 
network will provide the basis for 
the expansion of new services 

to all areas of our operations. 
Telephone gain is forecast to reach 
approximately 10,000. 


The telecommunication industry 
continues to grow and offers an ex- 
cellent opportunity for the investor. 
During 1978 Newfoundland Tele- 
phone has put in place the elements 
which are essential for continued 
advancement. We look forward to 
the future with optimism. 


e ° 


AA. Brait 
President and Chief Executive Officer 
February 8, 1979. 
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1978 
Fi ial Highlight 


Year Year 
1978 1977 Changes 
Revenues 
Local service $26,245,928 $23,011,960 $ 3,233,968 
Long distance service 43,556,959 46,750,013 6,806,946 
Miscellaneous income-net 1,371,993 700,299 671,694 
Total revenues 71,174,880 60,468,872 10,718,608 
Expenses 
Operating expenses 44,360,255 59,349,285 5,010,970 
Income taxes 7,536,014 4,940,361 2,595,653 
Interest charges 8,488,798 7,591,806 896,992 
Total expenses 60,385,067 51,881,452 8,503,615 
Net Income before Transfer 10,789,813 8,580,820 2,208,993 
Transfer 943,175 = 943,175 
Net Income $ 9,846,638 $ 8,580,820 $ 1,265,818 


Financial Results: 


Total revenues increased by 17.7% 

Total expenses increased by 16.4% 

Construction expenditures amounted to $27,334,446 
Investment in plant and equipment reached $234,345,123 
Rate of return on average total capital was 11.16% 

Rate of return on average common equity was 14.50% 
Dividends paid per common share were $0.65 


Breakdown of Breakdown of 
Operating Revenues 1978 Operating Expenses 1978 


a, WMisoolluneous ; 7% Operating Rents 


27% Maintenance 
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Income 
Statement 


Operating Revenues 


Local service 
Long distance service 
Miscellaneous — net 


Total Operating Revenues 


Operating Expenses 


Depreciation (Notes 1 and 8) 
Maintenance 

Operating rents 

Other operating expenses 


Total Operating Expenses 


Net Operating Revenues 
Other Income (Note 8) 
Income Before Underlisted Items 


Interest Charges 
Interest on long term debt 
Other interest 


Total Interest Charges 
Income Before Income Taxes 
Income Taxes (Notes 1 and 7) 


Net Income Before Transfer 
Transfer To Deferred Income (Note 12) 


Net Income 
Dividends on Preferred Shares 


Net Income Applicable to Common Shares 


Earnings Per Common Share 


(based on average number of shares outstanding ) 


Year 
1978 


$ 26,245,928 
43,556,959 
703,890 


70,506,777 


13,138,268 
18,044,521 

2,985,806 
16,191,660 


44,360,255 


26,146,588 
668,103 


26,814,625 


2,728,944 
759,854 


8,488,798 


18,325,827 
? 536,014 


10,789,813 
943,175 


9,846,638 
1,984,268 


$ 7,862,370 


$1.17 


Year 
1977 


$ 23,011,960 
36,750,013 
409,030 


60,171,003 


11,710,587 
10,363,610 

2.979 856 
14,295,232 


59,549,285 


20,821,718 
291 269 
21,112,987 


5,996,749 
1,595,057 


7,091,806 


13,521,181 
4,940,361 


8,580,820 


8,580,820 
1,740,813 


$ 6,840,007 


$1.06 
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Balance 
Sheet 


ASSETS 


Telecommunication Property 
Buildings, plant and equipment — at cost 
Less: Accumulated depreciation (Notes 1 and &) 


Land and plant under construction — at cost 
Materials and supplies (Note 1 ) 


Investment -— Shares in Telesat Canada — at cost 


Current Assets 


Short term investments — at cost 
Accounts receivable — principally from customers 
Prepayments 


Deferred Charges 
Unamortized deficiency in accumulated 
depreciation (Notes 1 and 2) 
Unamortized long term debt expenses (Note 1 ) 
Other (Note 1) 


On behalf of the Board of Directors: 
F. O’Dea, Q.C., Director 
H. Collingwood, Director 
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December 31 
1978 


$224,517,416 
63,347,632 


161,169,784 
9,827,707 
3,686,931 


174,684,422 


300,000 


5,862,405 
11,063,294 
602,116 


17,587,815 


674,325 
1,347,715 
1,875,918 
3,897,958 


$196,410,195 


December 31 
1977 


$202,950,652 
53,141,562 


149,809,090 
9,866,528 
3,405,879 


163,081,497 


300,000 


000,000 
8,943,379 
508,108 


16,451,487 


749,251 
1,419,568 
654,360 


8,8235,1'79 
$182,656,163 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Shareholders’ Equity 


Capital stock (Note 3) 
Preferred shares 
Common shares 
Premium on common shares 
Capital redemption reserve fund (Note 3) 
Retained earnings 


Unsecured Subordinated Notes — 
Due to Parent Company (Note 4) 


Long Term Debt (Note 5) 
Notes Payable (Note 6) 


Current Liabilities 


Bank advance 

Accounts payable 

Due to parent company 
Due to affiliated companies 
Advance billing for service 
Taxes accrued 

Interest accrued 

Dividends payable 
Deferred income (Note 128) 


Deferred Income Taxes (Notes 1 and 7) 


R.H. Benson, Comptroller 


December 31 
1978 


$ 22,223,000 
46,661,298 
775 987 
1,777,000 
15,047,806 


86,485,088 


6,259,941 


79,518,000 


3,707,883 
3,738,656 
168,207 
785,561 
971,218 
2.771 571 
1,422,344 
83,444 
943,175 
14,589,029 
9,564,137 
$196,410,195 


December 31 
1977 


$ 22,696,800 
34,511,295 
775 987 
1,303,200 
12,659,883 


71,947,165 


?, 389,941 


81,478,000 
2,900,000 


1,218,310 
2,483,828 
134,219 
2,703,007 
806,841 
2,474,254 
1,422,880 
86,162 


11,329,501 


7,611,556 


$182,656,163 
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Statement 
of Retained Earnings 


Balance at Beginning of Year 
Net Income 


Deduct: 
Dividends 
Preferred shares 
Common shares 


Transfers to capital redemption reserve fund 
Expenses on issues of capital stock 
(net of income tax of $180,641; 1977 — $126,612) 


Balance at End of Year 


Year 
1978 


$ 12,659,883 
9,846,638 


22,506,581 


1,984,268 
4,423 468 
6,407,736 

473,800 


O”7,179 


7 458,715 


$ 15,047,806 


Year 
1977 


$ 10,292,703 
8,580,820 


18,873,523 


1,740,813 
3,889,355 
5,630,168 

284,360 


299,112 


6,213,640 


$ 12,659,883 


Statement 
of Changes in Financial Position 


Source of Funds 


Operations 

Net income 

Items not requiring current funds 
Depreciation and miscellaneous 
Deferred income taxes 


Proceeds from issue of preferred shares 


Proceeds from issue of common shares 


Proceeds from issue of long term debt 
Decrease in working capital 


Miscellaneous 


Disposition of Funds 
Construction expenditures 


Gross construction expenditures 

Deduct: Charges to construction not 
requiring an outlay of funds 

Increase in materials and supplies 


Dividends — Preferred 


— Common 


Redemption of preferred shares 
Repayment of subordinated notes 
Repayment of long term debt 

Net repayment of notes payable 
Increase in working capital 


The increase (decrease ) in working capital 
is accounted for by: 


Increase (decrease ) in current assets: 
Short term investments 
Accounts receivable 
Prepayments 


(Increase ) decrease in current liabilities: 
Bank advance 
Accounts payable 
Due to parent company 
Due to affiliated companies 
Advance billing for service 
Taxes accrued. 
Interest accrued 
Dividends payable 
Deferred income 


Year 
1978 


$ 9,846,638 


13,134,369 
1,931,391 


24,912,398 


11,398,180 


2,183,200 
474,859 


$ 38,962,617 


$ 27,534,446 


(1,530,417) 
281,052 
26,085,081 
1,984,268 
4,423,468 
473,800 
1,130,000 
1,966,000 
2,900,000 


$ 38,962,617 


$ (1,137,595) 


2,119,915 
94,008 


(2,489,543) 
(1,251,828) 
(33,988) 

1,917,446 
(164,377) 
(297,317) 

536 

2,718 
(943,175) 


$ (2,183,200) 


Year 
1977 


$ 8,580,820 


11,748,119 
1,954,210 
22,283,149 
9,574,276 


19,584,500 


516,017 


$ 51,757,942 


$ 29,758,135 


(810,277) 
60,512 


29,008,370 
1,740,813 
3,889,355 

284,360 
1,130,000 
1,716,000 
8,500,000 
5,489,044 


$ 51,757,942 


$ 7,000,000 
1,777,629 
(244,746) 


(330,822) 
(227,307) 
234,565 
(2,310,985) 
(144,999) 
(137,461) 
(90,470) 
(36,360) 


$ 5,489,044 


Notes to 
Financial Statements 


1. Accounting Policies 


The accompanying financial state- 
ments, which were approved by 
management on February 8, 1979, 
have been prepared in accordance 
with generally accepted accounting 
principles. 

The Company is subject to regula- 
tion, including examination of 
accounting practices, by the Board 
of Commissioners of Public 
Utilities of Newfoundland (“Board 
of Commissioners” ). The system 
of accounts and accounting prac- 
tices are similar to those being 
used in the telecommunication 
industry except as described in 
Note 7 with respect to accounting 
for income taxes. 


Depreciation 


Depreciation is computed on the 
straight line method using rates 
based on the estimated useful lives 
of the assets. When depreciable 
telecommunication property is 
retired, the amount at which such 
property has been carried in tele- 
communication property is 
charged to accumulated deprecia- 
tion (See Note 8). 


Income Taxes 


Tax allocation accounting has been 
followed with respect to timing 
differences other than those 
related to differences between 
capital cost allowances and 
depreciation (See Note 77). 


Materials and Supplies 


Materials and supplies consist of 
items which will be used in the 
construction program and are 
valued principally at average cost. 


Deferred Charges 


Expenses incurred for other than 
long term debt are being amortized 
as ordered by the Board of Com- 
missioners (See Note 2). Expenses 
incurred in connection with the 
issue of long term debt are amor- 
tized on a straight line basis over 
the life of the debt. 
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3. Capital Stock 


Authorized 

250,000 7.25% cumulative redeem- 
able preferred shares of the 
par value of $20 each 

450,000 9.75% cumulative redeem- 
able preferred shares of the 
par value of $20 each 

500,000 8.85% cumulative redeem- 
able preferred shares, 
Series C of the par value 
of $20 each 

9,000,000 common shares without par 


2. Depreciation 


Commencing July 1, 1966 the 
provision for depreciation has 
been accumulated at rates for each 
class of plant determined by the 
Company’s engineers and approved 
by the Board of Commissioners. 
Prior to July 1, 1966 depreciation 
was provided in varying amounts, 
not exceeding the rate of 3.5%, 
approved by the Board of Com- 
missioners on January 14, 1952, 
which resulted in an accumulated 


depreciation deficiency as at value 
June 30, 1966 estimated at 
$3,390,000. December 31 
Effective January 1, 1967 the Outstanding 1978 1977 
Company began to amortize the 215,150 7.25% 
accumulated depreciation de- preferred 
ficiency at the rate of $170,000 shares $ 4,303,000 
per annum. This amortization was GIO hs 
subsequently cancelled by the 220,840 
Board of Commissioners by its shares ) $4,416,800 
Order No. 6 dated March 27,1968, 396,000 9.75% 
ordering the Company to account preferred 
for the accumulated depreciation shares 7,980,000 
deficiency in the following manner: C1gar= 
1) a charge against 414,000 
retainedearnings $ 218,500 shares ) 8,280,000 
2) the elimination of 500,000 8.85% 
the deferred credits- preferred 
income tax as of shares, 
June 30, 1966 1,673,000 Series C 
3) the setting up of the (1977 — 
remaining amount 500,000 
in a special account shares) 10,000,000 10,000,00C 
eae ae $22,223,000 $22,696,806 
amortized over a 
period of 20 years 7,688,259 common 
commencing on shares 
January 1, 1968 1,498,500 Liat be 
$3,390,000 6,482,859 


shares) $46,661,295 $34,511,295 


The depreciation expense for the 
year ended December 31, 1978 was 
$13,138,268 (1977 — $11,710,587) 
and the composite rate was 6.29% 
(1977 —6.40% ). 


On April 25, 1977 the Company 
issued 500,000, 8.85% cumulative 
redeemable preferred shares, 
Series C of the par value of $20 
each. 


On October 13, 1978 the Company 
issued for cash 1,200,000 common 
shares without par value at a price 
of $10.125 per share. 


The 7.25% cumulative redeemable 
preferred shares may be redeemed 
at the Company’s option in whole 
or in part for a redemption price 
of $21.00 if redeemed on or before 
September 15, 1981, $20.80 there- 
after to September 15, 1984, $20.60 
thereafter to September 15, 19877, 
$20.40 thereafter to September 15, 
1990 and $20.20 thereafter. 


The 9.75% cumulative redeemable 
preferred shares are not redeem- 
able prior to May 15, 1980 other 
than for sinking fund purposes but 
may be redeemed thereafter at the 
Company’s option in whole or in 
part for a redemption price of 
$21.40 if redeemed on or before 
May 15, 1983, $21.20 thereafter to 
May 15, 1986, $21.00 thereafter 

to May 15, 1989, $20.80 thereafter 
to May 15, 1992, $20.60 thereafter 
to May 15, 1995, $20.40 thereafter 
to May 15, 1998 and $20.20 
thereafter. 


The 8.85% cumulative redeemable 
preferred shares, Series C are not 
redeemable prior to April 15, 1988 
but may be redeemed thereafter at 
the Company’s option in whole or 
in part for a redemption price of 
$21.20 if redeemed on or before 
April 15, 1985, $21.00 thereafter 
to April 15, 1988, $20.80 thereafter 
to April 15, 1991, $20.60 thereafter 
to April 15, 1994, $20.40 thereafter 
to April 15, 1997 and $20.20 
thereafter. 


During the year ended December 31, 
1978, 5,690 of the 7.25% preferred 
shares of the aggregate par value 
of $113,800 and 18,000 of the 
9.75% preferred shares of the 
aggregate par value of $360,000 
were purchased for cancellation 
pursuant to the provisions attach- 
ing to these preferred shares. As 
required by The Companies Act 
(Newfoundland ), equal amounts 
have been transferred from re- 
tained earnings to the “capital 
redemption reserve fund”. 


4. Unsecured Subordinated 
Notes — Due to Parent Company 


Series A Unsecured Subordinated 
Notes — These notes of $5,650,000 
(197'7-$6,780,000 ) payable to Bell 
Canada bear interest at % of 1% 
above a Canadian chartered bank’s 
prime rate subject to a minimum 
annual rate of 7% and a maximum 
annual rate of 9%. These notes 
mature in equal amounts serially 
in each of the years ending 


S. Long Term Debt 


Series Maturity 

First Mortgage Sinking Fund Bonds 
6% June 1, 1979 

7% May 1, 1980 

9%% May 15, 1990 
B%% April 15, 1992 

9% December 1, 1994 
11%% February 1, 1996 
11% October 1, 1996 
First Mortgage Bonds 

5%% June 1, 1988 

7% December 15, 1991 
TAN November 1, 1993 
9.85% December 1, 199'7 


(A) Each ofthe seven series of First 
Mortgage Sinking Fund Bonds 
has a sinking fund requiring 
payment by the Company as 
follows: 

(i) Series 6% and 7% require 
payment in each year of 
an amount equal to 1% 
of the issued aggregate 
principal amount of each 
such series. 


Series 8%% and 9% require 
payment in each year 
commencing 1972 and 
1974 respectively of an 
amount equal to 2% of the 
issued aggregate principal 
amount of each such 
series. 


ik 


NH, 


He 


December 31, 1979 to 1983 
inclusive. 


Series B Unsecured Subordinated 
Note — This note of $609,941 (197'77- 
$609,941 ) payable to Bell Canada 
under the same interest conditions 
set forth for subordinated notes “A” 
matures on December 31, 1983. 
These notes are redeemable at par 
without penalty at the option of 
the Company. 


Issued Outstanding 
1,000,000 (A.) $ 880,000 
2,000,000 (A) 1,660,000 
7,500,000 (A) 1,188,000 
7,500,000 (A) 6,350,000 
15,000,000 (A) 13,500,000 
10,000,000 (A) 10,000,000 
17,500,000 (A) (B) 17,500,000 
51,012,000 

3,000,000 3,000,000 
5,000,000 3,000,000 
8,500,000 28,500,000 
20,000,000 20,000,000 
$79,512,000 


(iii) Series 9%% and 11% 
require payment in each 
year commencing 1975 
and 1979 respectively - 
of an amount equal to 
2% of (a) the issued 
aggregate principal 
amount of each such 
series less (bD) the aggre- 
gate principal amount 
of each such series which 
has been or will be pre- 
paid at the option of 
the holders thereof on 
May 15, 1975 and April 1, 
1979, respectively. 

(iv) Series 11/2% requires 
payment in each year 
commencing 1988 of an 
amount equal to 5.7% of 
the issued aggregate 
principal amount of the 
series. 
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The aggregate amount of payments 
required in each of the next five 
years to meet maturities and sink- 
ing fund requirements of those 
series of First Mortgage Bonds of 
the Company presently outstand- 
ing is as follows: $1,540,000 in 
1979, $2,440,000 in 1980, $800,000 
in 1981, $1,388,600 in 1988 and 
$1,397,700 in 1983. 


(B) The holders of any series 11% 
Bonds have the right to elect 
that the Company prepay 
the principal amount of the 
Bond on October 1, 1979 
provided they present the 
Bonds to the Trustee after 
October 1, 1978 and prior to 
April 1, 1979 for notation. 


6. Notes Payable 


Demand bank loans (unsecured) 
outstanding bear interest at a 
Canadian chartered bank’s prime 
rate, and represent interim financ- 
ing incurred in the expansion of 
the Company’s operations. 


7. Income Taxes 


The Board of Commissioners gave 
its approval commencing in 1973 
to the use by the Company of the 
tax allocation basis of accounting 
for income taxes for timing differ- 
ences other than those related to 
differences between capital cost 
allowances and depreciation. 
Previously the Company was not 
permitted to use tax allocation 
accounting. 


Accordingly, since 1973 the Com- 
pany has provided, as a current 
operating expense, deferred income 
taxes on those charges, other 

than capital cost allowances, which 
have been expensed for tax pur- 
poses but have not yet been charged 
against income in the financial 
statements. 


As a result of not being permitted 
to use tax allocation accounting for 
timing differences between capital 
cost allowances and depreciation, 
the Company has not provided for 
deferred income taxes of $1,474,000 
for the year ended December 31, 
1978 (1977 — $1,653,000). The 
cumulative amount of deferred 
income taxes not provided for to 
December 31, 1978 is estimated 

to be approximately $14,200,000. 


8. Other Income 


Other income includes interest 
charged to construction of $327,615 
(1977 — $292,815) less miscellan- 
eous income charges. The interest 
charged to construction is also 
included in the item “Charges to 
construction not requiring an 
outlay of funds” in the Statement 
of Changes in Financial Position. 


9. Pensions 


The Company has a non-contribu- 
tory plan which provides for 
service pensions based on length 
of service and rates of pay. The last 
actuarial review of December 31, 
19'75 indicated that all vested 
benefits were fully funded. 


10. Remuneration of Directors 
and Officers 


During the year 1978 the Com- 
pany was served by 11 directors 
(1977 — 10 directors). As such 
their aggregate remuneration from 
the Company was $27,800 

(1977 — $22,000). 

The Company had 6 officers during 
1978 (1977 —6 officers) and their 
aggregate remuneration as officers 
was $238,074 (1977 — $225,312). 
Two of the officers served also as 
directors of the Company, one of 
whom received no director’s fee. 


11. Commitments 


Material contractual obligations 
in respect of long term leases 
covering circuits, equipment and 
building space amounted to ap- 
proximately $4,085,400 at 
December 31, 1978 (1977 — 
$2,859,300 ). The estimated 
minimum amount payable during 
the five years subsequent to 
December 31, 1978 is $2,593,500 
(1977 — $1,786,500). Rentals 
incurred for the year ended 
December 31, 1978 amounted to 
$2,985,800 (1977 — $2,979,800 ). 


12. Anti-Inflation Legislation 


The Company is subject to the 
Federal Government’s Anti- 
Inflation Legislation which became 
effective October 14, 1975 and 

was terminated on December 31, 
1978. The Board of Commissioners 
regulates prices and profits for the 
Company under such legislation 
and prescribes guidelines for deter- 
mining apparent excess income 

of the Company. Under these 
guidelines the Company had excess 
income of $943,175 net of income 
tax for 1978 and in accordance 
with Board Order No. 33, (1978) 
the amount was set aside in an 
account designated “Deferred 
Income Account” and deducted 
from net income for the year. 
Accordingly, the Board of Com- 
missioners has approved a plan 
whereby any excess earnings 

at year end will be carried forward 
as earned income into fiscal 

year 1979. 


Management is of the opinion that 
the Company is in compliance with 
the statute and current regulations. 


13. Subsequent Event 


The Company and Iron Ore 
Company of Canada have agreed 
to the purchase by the Company of 
the telephone plant and certain 
other assets comprising Iron Ore 
Company of Canada’s telecom- 
munication system in Labrador, 
Newfoundland, for a total purchase 
price of approximately $5,700,000. 
This transaction will be subject to 
the approval of such regulatory 
bodies or commissions as have 
jurisdiction. 


Auditors’ 
Report 


To the Shareholders, 
Newfoundland Telephone Company 
Limited. 


We have examined the balance 
sheet of Newfoundland Telephone 
Company Limited as at December 
ol, 1978 and the statements of 
income, retained earnings and 
changes in financial position for 
the year then ended. Our examina- 
tion was made in accordance with 
generally accepted auditing 
standards, and accordingly in- 
cluded such tests and other pro- 
cedures as we considered necessary 
in the circumstances. 


In our opinion, these financial 
statements present fairly the 
financial position of the Company 
as at December 31, 1978 and the 
results of its operations and the 
changes in its financial position 
for the year then ended in accor- 
dance with generally accepted 
accounting principles applied on a 
basis consistent with that of the 
preceding year. 


Touche Ross & Co. 
Chartered Accountants. 


St. John’s, Newfoundland. 
February 8, 1979. 
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Ten Year 
Statistical Record 


Telephone Service Facts 


Number of telephones 

Percent dial 

Local calls — daily average 

Long distance calls — daily average 


Income 


Total operating revenues 

Other income 

Operating expenses, transfer and taxes* 
Interest charges 

Net income before extraordinary items* 
Extraordinary items 

Net income* 


Selected Balance Sheet Items 


Investment in plant and equipment 
Total long term debt 
Shareholders’ equity* 


Financial Ratios 


Earnings per average common share* 
Dividends paid per common share 

Equity per common share* 

Percent long term debt to total capitalization 
Rate of return on average total capital* 
Interest in percent of average debt 

Times interest earned before taxes 


Other Statistics 
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Construction expenditures 
Plant investment per telephone 
Number of employees 

Salaries and wages paid 


*Results reflect 
(1) Tax payable basis for 1969 to 1972 
(2) Partial tax allocation basis for 1973 to 1978 


% 


PRAPAAHE HS 


PAS 


1978 


175,312 
100 
8,993,425 
40,438 


70,506,777 
668,103 
52,839,444 
8,488,798 
9,846,638 


9,846,638 


254,545,125 
85,771,941 
86,485,088 


EM 7 
0.65 
8.36 
49:79 
LIYLG 
9.56 
5.10 


B77 554,446 
1,337 
1,475 

20,193,089 


1977 


164,193 
100 
2,869,614 
05,711 


60,171,003 
291,269 
44,289,646 
7,891,806 
8,580,820 


8,580,820 


218,817,180 
91,767,941 
71,947,165 


1.06 
0.60 
7.60 
56.1 
10.98 
8.68 
3.25 


29,758,135 
1,296 
1,349 

17,712,335 


19°76 


158,614 
100 
2,645,948 
52,633 


51,670,959 
675,030 
37,846,054 
7,721,220 
6,778,715 


6,778,715 


192,159,215 
83,113,941 
59,579,985 


0.96 
0.575 
gee) 
58.28 
10.74 
9.38 
2.78 


27,076,108 
1,211 
1,347 

15,936,727 


1975 


150,389 
100 
2,145,158 
50,395 


42,884,148 
630,611 
31,258,307 
7 106,774 
5,149,678 


5,149,678 


169,422,806 
81,600,941 
49,211,108 


0.83 
0.50 
7.08 
62.4 
10.15 
9.06 
2.58 


27,323,473 
1,127 
1,278 

13,583,388 


1974 


142,058 
99 
1,949,919 
26,052 


35,398,838 
726,289 
25,796,798 
5,599,005 
4,729,324 


4,729,324 


146,543,959 
75,244,941 
359,052,563 


0.86 
0.50 
6.774 
65.8 
10.54 
9.41 
2.57 


28,614,346 
1,030 
1,324 

10,763,803 


1973 


123,157 
99 
1,690,456 
20,594 


26,177,774 
167,799 
19,646,744 
2,845,919 
3,852,910 


3,852,910 


94,182,627 
43,804,000 
37,341,772 


0.69 
0.50 
6.38 
54.0 
9.01 
7.63 
35.81 


16,243,036 
765 

1,124 
7,787,214 


1972 


109,829 
ov 
1,516,542 
17,534 


22,207,582 
52,861 
15,701,200 
2,399,889 
4,159,354 


4,159,354 


79,419,848 
30,802,000 
36,480,242 


0.80 
0.50 
6.19 
45.8 
10.24 
7.81 
5.54 


10,610,682 
723 

953 
6,216,497 


1971 


100,664 
97 
1,290,705 
15,068 


19,174,109 
58,379 
13,489,574 
2,209,441 
3,533,473 


5,055,475 


70,020,022 
30,659,000 
30,175,472 


0.70 
0.45 
5.94 
50.4 
9.95 
7.82 
5.25 


8,648,025 
696 
877 
5,284,000 


19'70 


92,991 
96 
1,108,248 
14,384 


17,450,266 
84,394 
12,909,281 
2,035,149 
2,590,230 
1,113,850 
3,704,080 


62,475,748 
25,841,000 
28,954,427 


0.80 
0.41 
5.70 
47.2 
11.14 
8.08 
4.84 


8,044,828 
672 
824 
4,632,144 


979,179 
135,562 


13,261,627 
31,655 
10,271,669 
1,876,109 
1,145,504 
355,181 
1,500,685 


55,379,535 
24,526,500 
23,733,468 


0.37 
0.40 
5.54 
50.8 
7.25 
7.68 
3.03 


6,514,087 
628 
849 
4,073,949 
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Corporate 
Information 


Head Office 

Newfoundland Telephone Company 
Limited 

345 Duckworth Street 

St. John’s, Newfoundland 

A1C 5H6 


1979 Annual General Meeting 


The Annual General Meeting of 
Shareholders will take place at 
10:00 A.M., Newfoundland 
Standard Time, Wednesday, 

March 28, 1979, inthe Fort William 
Room, Hotel Newfoundland, 
Cavendish Square, St. John’s, 
Newfoundland. 


Listing of Common Stock 


Newfoundland Telephone Company 
Limited common stock is listed on 
The Toronto and Montreal Stock 
Exchanges. 


Registrar for Common Stock, 
Preferred Stock and Bonds, and 
Trustee for Bonds 

Montreal Trust Company 

253 Duckworth Street 

St. John’s, Newfoundland 


Transfer Offices for Common 
Stock 

Montreal Trust Company — 

St. John’s, Halifax, Montreal, 
Toronto, Winnipeg, Regina, 
Calgary and Vancouver. 


Transfer Offices for Preferred 
Stock and Bonds 

Montreal Trust Company — 

St. John’s, Halifax, Montreal, 
Toronto, Winnipeg, Calgary 

and Vancouver. 
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Officers 
L.H.M. Ayre 


Directors 


L.H.M. Ayre 
Chairman, Ayre & Sons, Limited 


St. John’s, Newfoundland AA. Brait 

AA. Brait President and Chief Executive 

President and Chief Executive Officer 

Officer D.G. Wright 

Newfoundland Telephone Company Director-Finance 

pe R.H. Montgom 

St. John’s, Newfoundland Cane 6 ery, 
Director-Planning 

D.W. Clark RH Benson: 

President and General Manager oe oe 2h 

Bowater Newfoundland Limited Pp e 

Corner Brook, Newfoundland K.A.A. Marshall 
Secretary-Treasurer 


H. Collingwood 

Chairman and President 
Baine Johnston & Co. Ltd. 
St. John’s, Newfoundland 


J.H. Farrell 

Vice-President — Regulatory 
Matters 

Bell Canada 

Ottawa, Ontario 

G.L. Henthorn 

Vice-President and Comptroller 
Bell Canada 

Montreal, Quebec 

H.L. Lake 

Executive Vice-President 

The Lake Group Limited 

St. John’s, Newfoundland 

A.R. Lundrigan 

President, Lundrigans Limited 
Corner Brook, Newfoundland 
D.D. Munro 

Resident General Manager 
Price (Nfld. ) Pulp & Paper Limited 
Grand Falls, Newfoundland 


The Hon. F. O’Dea, Q.C. 

Senior Partner 

O’Dea, Greene, Puddester & Greene 
St. John’s, Newfoundland 


F.J. O'Leary 

Special Advisor to the 
Minister of Housing 
Government of Newfoundland 
and Labrador 

St. John’s, Newfoundland 


Chairman of the Board 


1978 
Year in 
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